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PETITION FOR RECONSIDERATION

BellSouth Telecommunications, Inc. (ltBellSouth lt ),

through undersigned counsel, respectfully petitions for

reconsideration of the Commission's Report and Order in this

proceeding, FCC 93-452, released October 20, 1993. A

summary of the Report and Order was published in the Federal

Register on November 4, 1993. 58 Fed. Reg. 58788.

In the Report and Order, the Commission revised the

process of prescribing depreciation rates for AT&T and the

price cap local exchange carriers (ltLECslt). For AT&T, the

Commission adopted a modified version of the Price Cap

Carrier Option (ltpCCO lt ). For the price cap LECs, the

Commission adopted a Basic Factor Range Option ("BFRO").

For the reasons set forth below, BellSouth requests that the

Commission reconsider its decision to reject the use of the

PCCO for price cap LECs. Alternatively, BellSouth requests

that the Commission revise the BFRO to provide some

simplification and flexibility to all price cap LECs.

This proceeding had three goals: simplification of the

depreciation prescription process, administrative savings,
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and flexibility.1 Unfortunately, the procedures adopted in

the Report and Order will prevent the achievement of all

three goals for price cap LECs. Furthermore, the effect of

the Report and Order is perverse. Price Cap LECs such as

BellSouth, which have aggressively deployed new technology

and hence have the most need for more rapid depreciation of

their embedded plant, are denied any appreciable

flexibility, simplification or administrative savings. The

commission can achieve its stated goals only if

reconsideration of the Report and Order is granted.

The Commission gives three reasons for rejecting the

PCCO for the price cap LECs: the existence of the sharing

mechanism in the LEC price cap plan, inadequate competition

for LEC provided interstate access services, and state

commission opposition to the PCCO. 2 None of these reasons

has merit.

First, the Commission expresses concern that under the

PCCO, it will not have sufficient information to police

potential LEC misuse of depreciation rates to manage their

earnings to avoid sharing.) BellSouth and the other price

cap LECs fully addressed this concern in their comments and

reply comments, offering specific safeguards to address

these concerns. The Commission adopted specific information

1 Report and Order at ! 3.

2 Report and Order at ! 42.

3 Report and Order at ! 43.
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filing requirements for the PCCO adopted for AT&T in the

Report and Order.· The Commission also adopted some of the

other safeguards proposed by the LECs as part of the BFRO. s

The Report and Order does not discuss why comparable

information filing requirements and other safeguards would

not be sufficient to permit the adoption of the PCCO for the

price cap LECs.

The Commission also expresses concern that adoption of

the PCCO will somehow prejudge the outcome of its

comprehensive review of the LEC price cap plan. 6 However,

the LEC price cap review will focus on data from 1991-1993.

Adoption of the PCCO for price cap LECs will not affect the

data sources for the comprehensive review.

Second, the Commission's comparison of the state of

competition for LEC access services and AT&T's services does

not support the adoption of the PCCO for AT&T and its

rejection for the price cap LECs. The Commission continues

to classify both AT&T and the price cap LECs as "dominant"

carriers. Those AT&T services that remain SUbject to price

cap regulation are regulated in that fashion specifically

because there is not sufficient competition for those

services to warrant more "streamlined" regulation at this

4 Report and Order at !! 93-94.

5 See, ~, Report and Order at , 72, adopting First
Quarter filing requirement.

6 Report and Order at !! 93-94.
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time. The Commission's reliance on the fact that it has

removed other AT&T services from price cap regulation

because they are effectively competitive provides no support

for disparate treatment of the AT&T services that remain

sUbject to price cap regulation and those of the price cap

LECs.

In fact, nowhere in the Report and Order does the

commission explain its perceived relationship between the

degree of competition faced by a carrier and the need for

depreciation reform. While competition may be one driver of

investment in new technology, the ability to reduce cost is

also a potent incentive to deploy newer, more efficient

technology. The Commission adopted price cap regulation

specifically to provide LECs with incentives to deploy new

technology where and when it is profitable to do so.

Competition merely reinforces this same incentive. In the

absence of a record showing that the degree of competition

facing a carrier drives technology deployment decisions, the

perceived difference in competition facing AT&T and the

price cap LECs is irrelevant. The Commission's reliance on

this factor in the Report and Order fails the test for

rational decisionmaking.

Third, the Commission's reliance on the lack of state

commission support for the PCCO borders on cynicism. The

Commission described the PCCO in the Notice of Proposed

Rulemaking in a way that made support for that option by
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state regulators virtually impossible. 7 As described in the

Notice, the PCCO would have amounted to virtual deregulation

of depreciation rates, since no data supporting revised

depreciation rates would be supplied by the carriers. s

BellSouth conceded that the PCCO described in the Notice

would probably not meet the Commission's legal obligations

under Sections 220{b) and (i) of the Communications Act. 9

Thus, the objection of state commissions to the PCCO

described in the Notice was predictable, but largely

irrelevant to an analysis of the PCCO as finally adopted by

the Commission.

The PCCD adopted for AT&T included a requirement that

AT&T file the basic data proposed by BellSouth and the other

price cap LECs .10 The Commission found that, as modified,

the PCCO meets the Section 220 objections raised by the

state commissions. The state Commission's have never been

afforded an opportunity to comment on the modified PCCO

ultimately adopted by the Commission. The Commission does

7 ~ Report and Order at ! 38: "Under the price cap
carrier option, carriers would file proposed depreciation
rates with the Commission. Those rates would not be
supplemented with supporting data. The Commission would
propose to adopt the carriers' proposed rates and seek
comment on their reasonableness. Prescription of rates
would be based on the proposed rates and any comments made
thereon."

8 Notice of Proposed Rulemaking at , 41.

9 BellSouth Reply Comments at 5, footnote 12.

10 Report and Order at , 93-94.
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not explain why the same data requirements adopted for AT&T

could not be applied to the price cap LECs, thereby

eliminating the legal concerns raised by the state

commissions.

The Commission's decision to reject the PCCO for price

cap LECs based on the opposition expressed thereto in the

record is tainted by the fact that the Commission adopted a

fundamentally different approach to the PCCO than that

described in the Notice. BellSouth strongly urges the

Commission to reconsider its decision to reject application

to the price cap LECs of the version of the PCCO adopted for

AT&T.

If the Commission refuses to reconsider the application

of the PCCO to the price cap LECs, the Commission should

reconsider and clarify the BFRO. As adopted in the Report

and Order, the BFRO is unduly burdensome and fails to

provide any flexibility to those LECs, like BellSouth, that

have aggressively deployed new technology.

The Commission's decision to use as a starting point

for establishing ranges one standard deviation around the

mean of current basic factors ll means that, by definition,

up to one third of the carriers will be deprived the benefit

of the simplification that the BFRO was intended to create.

The additional requirement that both factors, the projection

11 Report and Order at tt 61-62.
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life and future net salvage, must be within the range 12

means that an even larger percentage of LECs may not receive

the benefit of simplification.

The Commission recognizes the comments of several

parties, including both LECs and state Commissions, that

ranges that exclude currently prescribed basic factors would

be too narrow. 13 Nonetheless, the Report and Order uses a

width of one standard deviation around the mean as a

starting point to establish the ranges.

BellSouth respectfully requests that the Commission

reconsider this decision. A width of two standard

deviations around the mean is necessary to encompass 96

percent of the existing, prescribed basic factors. There is

no reason to assume that such a range is too wide to permit

the Commission to maintain effective oversight over

depreciation rates. Narrower ranges largely eliminate the

perceived simplification that the Commission apparently

intended.

The Commission's decision to use current basic factors

to set the ranges does not give sufficient weight to

technological obsolescence, since data prescribed over a

prior three year period is used to set the ranges for the

succeeding three years. ThUS, there is up to a six year lag

in the data from the time the commission uses it to

12 Report and Order at, 74.

J3 Report and Order at , 60.
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establish the ranges to the time that it is used by some

LECs to establish their basic factors within the range. In

light of the technological changes sweeping the

telecommunications industry, the Commission should

reconsider its decision to use historically prescribed basic

factors rather than the basic factors proposed by the

carriers in their latest prescription to establish the

initial ranges.

The Report and Order also requires that carriers whose

current basic factors are not within the range must file a

complete study to get into the ranges for those accounts not

currently within the range for both factors. u The

commission does not justify this requirement, and its

adoption appears contrary to the goal of simplification. If

the range is presumed reasonable, it appears unnecessary to

require a full data submission to move within the range.

The Commission should reconsider these requirements.

The effect on BellSouth of the BFRO adopted in the

Report and Order is to deny BellSouth any appreciable

simplification or flexibility until the turn of the century.

The 22 plant categories identified in the Order Inviting

comments lS amount to less than 24 percent of BellSouth' s

U Report and Order at ! 77.

15 In the Matter of Simplification of the Depreciation
Prescription Process, CC Docket No. 92-296, Order Inviting
Comments, FCC 93-492, released November 12, 1993 ("Order
Inviting Comments").
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investment. Of those plant categories, BellSouth's existing

prescribed depreciation rates would put BellSouth within the

ranges proposed by the Commission for both basic factors for

less than six percent of BellSouth's investment.

BellSouth's nine states are scheduled for represcription in

1995 and 1996. With the requirement in the Report and Order

that BellSouth file detailed studies to get within the

ranges at the time of their next prescription,16 BellSouth

will not receive any appreciable benefit from the BFRO until

1998 and 1999.

As demonstrated above, the BFRO will not provide any

meaningful relief for carriers such as BellSouth that have

aggressively deployed new technology. Therefore, BellSouth

strongly recommends that the Commission reconsider the

Report and Order. The Commission obviously intended that

the depreciation prescription process for price cap LECs

become more simple, administratively efficient and flexible.

Only the PCCO will accomplish those goals.

The Commission adopted price cap regulation to provide

carriers with positive economic incentives to upgrade their

networks. The Commission placed the burden of capital

recovery on the carriers by treating depreciation changes as

endogenous, based on the rationale that carriers control

their investment and retirement decisions. The PCCO

provides the Commission with the ability to complete the

16 Report and Order at ! 77.
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prooess Dy giving carriers the baaic responaibility to

reoover their capital investment in a timely and prudent

manner, 8ubject to the Commission'. regulatory oversight.

The Commi88ion should not forego this opportunity to adopt

meaningful d&preciation reform, rather than the mere

illusion of such reform.

Respeotfully submitted:

BBLLSOUTH TELECOMMUNICATIONS, INC.
ay it. Attorney:

~~
M. Robert Sutherland
4300 Southern Bell Center
675 W. Peachtree street, N.E.
Atlanta, Georgia 30375
40. 529-3854

December 6, 1993
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CERTIFICATE OF SERVICE

I hereby certity that I have this 6th day ot December,

1993 serviced all parties to this action with a oOPY ot the

foreqoinq PETITION FOR RECONSIDERATION by placing a true and

correct copy ot the same in the United states Mail, postage

prepaid, addressQd to the parties as set forth on the

attached service list.

£tl-fM
Gcfrdana Coley 7
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